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THE  NEXT  STEP  IN  TAX  &EFOBM 

Edwin  B.  A.  Seligman 

McViokar  Professor  of  Political  Economy,  Columbia  Umversitj,  New  York 

We  have  been  discussing  for  many  years,  the  problem  of 
the  reform  of  our  state  and  local  qrrtem  of  taxati<»L  While 
there  has  been  no  eomplete  agreement  as  to  the  remedy,  tiiere 
has  been  a  virtual  unanimity  in  the  diagnosis  of  the  disease. 
The  three  fundamental  shortcomings  of  our  present  syst^n, 
apart  from  many  mincnr  evils,  are  recognized  to  be  the  per^ 
sistence  of  the  general  property  tax  as  ttie  sole  or  principal 
source  of  revenue ;  the  system  of  purely  local  assessment ;  and 
the  utilization  of  the  real  estate  tax  for  both  state  and  local 
purposes.  By  far  the  larger  part  of  dissatisfaetioii  with  oar 
system  is  referable  to  one  or  other  of  these  facts.  And  it  is  a 
cheering  sign  of  progress  that  whereas  a  decade  or  two  ago, 
this  analysis  was  recognized  by  only  &w  students,  stiU  &wer 
offidals  and  a  very  insignificant  £raeti<m  of  the  general  puUie 
in  the  most  advanced  industrial  states,  there  is  at  the  present 
day  a  widespread  acceptance  of  its  truth  in  almost  every  state 
of  the  uni<m  and  in  o(mtinually  larger  8ecti<n»  of  the 
peculation. 

As  to  the  remedies,  however,  we  have  by  no  means  pro- 
gressed so  far.  On  one  point,  indeed,  it  may  be  said,  that 
tiiere  is  now  also  almost  c<»nplete  unanimity — namely,  tiie 
necessity  of  central  fiseal  administrati<m  or  at  all  evmts  of 
greatly  increased  central  control  over  the  local  administra- 
tion. The  accuracy  of  this  statement  is  attested  by  the  recent 
creation  of  the  numerous  state  tax  eoirnnissions  which  have 
been,  and  still  are,  doing  such  admirable  work  in  improving 
fiscal  conditions.  But  further  than  that,  we  have  scarcely 
gone. 


4 


TME  NEXT  STEP  IN  TAX  EEFOBM 


III  a  few  of  our  states  indeed,  which  have  been  entirely 
nntrammeled  by  eonstitational  rartrietiims,  the  did  general 

property  tax  has  been  supplemented  by  specific  taxes — often 
loosely  called  indirect  taxes — on  corporations,  inheritances 
and  the  ;  and  in  a  Teiy  few  cases  scmie  partici^ 
of  personalty  have  been  tslcen  out  of  the  general  property  tax 
and  treated  in  a  special  way.  And  in  not  a  few  states,  the 
recent  movement  in  the  direction  of  tax  reform  has  con- 
sisted in  an  attempt  to  modify  the  strict  limitations  of  the 
c<mstita1ion  so'  as  to  permit  of  the  introdnction  of  this  i^rstem 
of  a  classified  property  tax. 

That  the  movement  toward  a  classification  of  property  for 
purposes  of  taxati<m  is  a  step  in  advance  will  scarcely  be 
questioned.  For  anytiiing  that  releases  ns  from  dependence 
on  the  general  property  tax,  as  almost  everywhere  understood, 
is  warmly  to  be  welcomed.  More  recently,  however,  there 
has  developed  a  situation  which  is  calculated  to  give  us  all 
pause  and  to  lead  us  to  study  the  problem  from  a  new  point 
of  view.  What  I  refer  to  is  the  fact  that  in  one  of  the  most 
advanced  states,  New  York,  which  was  unhampered  by  its 
constitution,  which  had  by  law  taxed  certain  kinds  of  personal 
property  in  a  special  way  and  at  a  special  rate,  and  whieh 
had  in  practice  well  nigh  exempted  other  forms  of  both 
tangible  and  intangible  personalty, — ^in  this  state  the  need 
has  recently  arisen  f<»r  a  vastly  increased  revenue,  for  the  pur- 
poses both  of  the  state  and  of  the  City  of  New  York.  It  is 
estimated  that  to  put  the  state  on  a  sound  fiscal  basis,  an 
additional  annual  revenue  of  from  at  least  twenty  to  thirty 
millicms  will  be  needed,  chiefly  in  order  to  defray  the  interest 
and  amortization  costs  of  the  large  debt  incurred,  and  here- 
after to  be  incurred,  for  the  enlargement  of  the  Erie  Canal 
and  for  the  construction  of  an  improved  system  of  state  high- 
ways.  In  the  City  of  New  York  alone,  a  similar  additional 
revenue  of  from  twenty  to  thirty  millions  a  year  will  be  re- 
quired partly  because  of  the  recent  adoption  of  the  pay-as- 
you-go  pdicy  of  financing  capital  improvements,  partly  be- 
cause of  the  exigencies  of  the  Bapid  Transit  situation  and 
partly  because  of  the  needed  contributions  to  tiie  state  revenue. 

The  sudden  injection  of  these  additional  obligations  into 
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the  New  York  situati<n  have  raised  the  entire  problem  in  a 

much  more  acute  form  than  anywhere  else.  For  in  most  com- 
monwealths where  there  is  a  movement  toward  a  classified 
property  tax,  ibB  proU^  is  primarily  one  of  justice  in  taxa- 
ti<m.  It  is  in  a  eertain  sense  an  efMeal  rather  than  a  fneal 
problem.  It  is  not  so  much  a  question  of  securing  more 
revenue  a&  of  substituting  a  superior  for  an  inferior  method 
of  securing  the  same  nrvenue*— a  revenue  that  might  be  ex- 
pected gradually  to  increase  with  the  progress  of  wealtii 
and  population.  But  in  New  York,  where  the  old  general 
property  tax  has  in  a  large  measure  disappeared  in  practice 
and  wh^  tiie  evils  of  unequal  taxati<m,  althouc^  by  no  means 
absent,  are  not  so  glaring  or  so  acutely  felt  as  in  tiiose  states 
which  still  make  the  vain  attempt  to  enforce  the  tax  with 
rigor,  the  real  problem  is  that  of  securing  a  greatly  increased 
revenue,  without  imposmg  upm  real  estate  a  rate  of  taxatacm 
which  would  be  so  high  as  to  be  virtually  c<mfecatory.  It 
is  of  course,  not  intended  to  deny  that  the  need  of  increased 
revenue  is  not  being  more  and  more  strongly  felt  in  other 
states;  but  in  ncme  of  them,  to  mj  knowledge  has  mneh  a 
crisis  been  suddenly  precipitated  up<m  an  unprepared  public. 

This  situation  has  caused  a  rude  awakening  to  those  who 
have  always  considered  New  York  in  the  forefront  of  tax 
ref <nin  in  that  the  Bmpire  State  has  made  greater  progress 
than  most  of  the  other  commonwealths  in  its  practical  de- 
parture from  the  old  general  property  tax.  The  exigencies 
of  the  new  situation  have  led  to  the  appointment  both  of  a 
State  Legislative  G<mimittee  and  of  a  Minor's  Tax  Gommittee 
in  the  City  of  New  York,  and  are  thus  causing  a  reconsider- 
ation of  the  entire  problem.  According  to  the  views  com- 
monly expressed^  there  are  only  two  solutions;  either  the 
oontinuation  of  the  present  New  Y<»fc  qnrteDaL,  wbick  would 
mean,  in  practice,  an  immensely  increased  tax  rate  on  real 
estate ;  or,  on  the  other  hand,  the  attempt  to  tax  in  a  greatly 
extended  form  those  dasses  of  tangible  and  intangible  per- 
sonally which  are  now  eiliiar  taxied  at  an  im^nifieant  rate 
or  not  reached  at  all. 

Whereas,  therefore,  in  most  of  the  states  which  still  have 
the  old  general  pmpwty  tax,  the  mov^nent  toward  a  olaasi- 
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fied  property  tax  might  be  welcomed  as  a  meaps  of  escaping 
from  an  antiquated  and  increasingly  unendurable  system,  in 
the  city  of  New  York  whick  already  has  the  new  system  in 
part,  l^e  problem  arises  as  to  whether  we  lE^iall  still  further 
develop  this  new  nyntem  or  cut  loose  from  it  entirely.  The 
problem  in  other  words  is  not  so  much  the  superiority  of  a 
classified  property  tax  over  the  old  general  property  tax 
(which  in  practice  no  longer  exists)  ^  as  the  relative  advantages 
and  disadvantages  of  a  classified  property  tax  compared  not 
with  the  general  property  tax,  but  with  something  that  is 
possibly  better  than  either. 

Begarded  fxem  this  point  of  view,  the  shortcomings  of  a 
classified  property  tax  are  obvious. 

In  practice  a  classified  property  tax  must  be  a  low-rate  tax 
<»i  certain  forms  of  personalty  and  especially  of  intangible 
I>ers(niall7.  Such  a  aiystem  has  been  in  vogae  io^  many  dec- 
ades in  Pennsylvania.  Here,  however,  we  are  told  by  the 
Pennsylvania  Commission  of  1911  that  the  low-rate  tax  on 
personal  property  has  been  only  more  or  less  successfully 
collected."  Hie  sole  part  of  the  tax  wMeh  has  been  a  con- 
spicuous  success  is  stated  to  be  the  tax  on  mortgages.  Yet 
in  the  state  of  New  York  any  attempt  to  levy  even  a  low- 
rate  annual  direct  tax  on  m<nrtgages  would  meet  with  the 
rtrenuons  opposition  ci  the  real  estate  interests,  large  and 
small,  at  all  events  in  all  of  the  cities,  because  the  experience 
of  a  decade  ago  has  convinced  everyone  of  the  undoubted 
ecoiumiic  truth  that  under  the  ecmdiliims  existing  in  New 
York  a  direct  tax  on  mortgages  is  inevitably  shifted  to  the 
borrower.  The  commission  further  tells  us  that  '*  so  far  as 
Pennsylvania  clings  to  the  personal  property  tax  in  vogue, 
in  ottter  stat^  by  attempting  to  tax  other  money  investments, 
she  undoubtedly  suffers  Ihe  same  failure  as  the  other  states.'^ 
The  commission  points  out  that  securities  as  well  as  moneys 
on  deposit  are  not  reached  because  there  is  no  source  of 
informatioii  except  the  h^mesly  of  the  person  making  the 
return.'*  In  other  words,  the  official  verdict  on  the  situation 
in  Pennsylvania  is  that  the  low-rate  tax  on  intangible  person- 
alty, apart  from  the  tax  on  mortgages,  is  just  about  as  much 
of  a  failure  as  the  orc^nwy  tax  leided  elsewheie  mi  pemmaSt^. 
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In  Connectieuty  the  low-rate  tax  <m  dioses  in  action  has 
been  enforced  since  1890.  But,  as  everyime  who  is  acquainted 

with  the  condition  knows,  it  is  almost  a  complete  farce.  In 
Baltimore,  where  the  low-rate  tax  on  certain  intangibles  has 
been  administered  by  officials  of  remarkable  ability,  there  is 
no  pretense  of  any  idea  that  real  equality  in  taxati<m  is  at- 
tained or  that  great  evasions  are  not  practiced.  In  the  State 
of  Mfucyland  at  large  the  system  is  conceded  to  be  a  notorious 
failure. 

Even  in  the  states  where  the  reform  has  been  inlroduced 

more  recently  and  where  some  encouraging  progress  has  been 
made  under  the  guidance  of  efficient  permanent  tax  commis- 
sions, it  is  to  be  emphasised  that  the  low  persMmalty  tax, 
whatever  may  be  its  advantages  over  the  old  general  property 
tax,  has  not  proved  a  conspicuous  success  as  a  source  of  large 
additional  revenue.  In  Rhode  Island,  where  the  low-rate  tax 
on  intangibles  was  introduced  in  1912  and  where,  as  is  natural, 
the  assessment  considerably  increased,  it  is  impossible  to  as- 
certain whether  the  revenue  from  this  class  of  personalty  is 
now  more  or  less  than  be&re.  It  is  to  be  observed,  however, 
tiiat^  deq>ite  the  notorious  escape  of  intangibles  before  the 
enactment  of  the  new  law,  the  increase  of  the  revenue  from 
intangibles  since  1911  has  only  slightly  exceeded  the  increase 
in  the  revenue  frcmi  real  estate/  The  statement  of  the  tax 
ccmmussi«meis  in  tiieir  first  repwt  for  1913,  tibat  the  bene- 
ficial results  expected  to  be  obtained  are  progressive,  even 
under  the  most  favorable  circumstances     thus  seems  to  be 

1  The  §gmm  aie  ts  f<dlaws: 

Real  Estate        IfUangibUa  Beat  Eded$  IiUangMet 

1912  .  .  .  $432,200,838        $96,758,872  |388,966  $87,082 

1913-  •  .  449,732,669        115,129,149  404,384  104,513 

1914.  .  .  469,653^296       123,953,431  410,016  111,630 

The  above  figorai  of  istsagiMHi  indnde  onlj  the  intaiigiblM  loeaUj 
SMMMedy  sad  not  the  mmitim  of  eorporations,  tragi  eompaaiai  and 
banki^  irtdeh  am  sobjert  to  ivhat  aie  dbawhoro  esBed  eorpmtioa  taxes 
sad  lAMk  in  Bhoda  Idaad  wm  tmmet^f  in  part  at  leasts  mi^^  to 
loeal  aMeMment  It  bum*  alio  bo  rannabefed  that  the  noir  tear  penadte 
the  offlMt  for  iadebtodaeio  against  eertain  iwtangiWwi  and  not,  aa  fttm* 
etlj  agaiMt  taagihleo,  tiiBS  ladndag  tika  tnaUa  9moaat  of  jntangMM. 
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boine  oat  by  the  &ett.  In  llfiimesotay  where  the  law  was 
introdnoed  in  1911  and  where  exact  comparative  figures  are 
ascertainable,  the  revenue  at  first  actually  fell  off;  since  then 
under  an  admirable  administration  the  leveaue  has  grown 
aabatantially  but  is  stall  e(»npuatively  insignificant.^  In  Ihe 
years  1911-1914  the  awessment  of  intangibles  increased  from 
$115,676,126  to  $197,625,914  J  but  in  the  same  period  the  as- 
sessment of  real  estate  (exclusive  of  town  and  city  lots)  in- 
creased far  more,  namely  from  $664,930,374  to  $872,296,355. 
And  in  1914  the  assessment  of  intangibles  was  still  pitifully 
small  when  compared  to  the  assessment  of  other  property  in 
general— the  figures  being  196  and  1,475  millions  of  dollars 
req^eethrely.  In  fact  the  able  tax  commission  tells  ns  in 
their  last  report  very  frankly:  It  is  doubtful  if  the  returns 
this  year,  large  as  they  are,  represent  more  than  one  third 
of  what  they  should  be."  ^  Finally  in  Iowa,  n^ere  the  low- 
rate  tax  was  introduced  in  1911,  the  revenue  is  now  undoubt- 
edly much  smaller  than  before.  It  is  true  that  under  the  new 
law  somewhat  more  moneys  and  credits  are  assessed:  but 
as  the  new  rate  is  only  5  mills  the  proceeds  are  actually 
much  less.  The  esact  %ures  are  not  ascertainable  tnfm  the 
auditor's  reports  without  laborious  comi)utation ;  but  a  mem- 
ber of  the  state  tax  commission  states  that  the  amount  of 
revenue  has  been  reduced  at  least  one-half.^  Whatever,  there- 


1  The  ^ofes  sire  as  fidkws: 


Revenue 

1910  $6,200 

$13,919,806 

$379,754 

Bate  averaged  28  mills 

1911  41,439 

115,481,807 

346,445 

three  mill  rate 

1912    50,564 

135,369,314 

406,107 

4i 

ti  it 

1913    57,068 

156,969,892 

470,909 

ti 

(t  ti 

1914  73,266 

196,548,307 

589,644 

it 

it  it 

1915  .     ,  73,062 

212,134,901 

636,404 

a 

it  ft 

2  EepoH  of  the  Minn,  Tax  Commission,  1914,  p. 

74. 

They  add:  but 

we  are  making  progress.  .  .  .  While  we  may  never  succeed  in  reaehiag 
all  of  the  property,  even  under  the  present  method,  yet  we  believe,  aU 
things  ecmsidered,  that  it  is  a  decided  imppoTement  over  the  old  general 
paptqperty  flEjBtan.'^  In  this  eondnsion  every  one  will  of  eoonie  e<mevr. 

•  Pratewor  J.  6.  Ifoindl^  writee  tiiat  I  en  not  nUe  to  give  yon  a 
statoaeiit  of  the  aetoal  menne  derived.  .  .  .  But  in  view  of  the  fact, 
Otat  the  listing  of  numeys  and  evedits  onfy  slightly  increased,  the  amount 
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f<»re,  may  be  daiined  fcnr  the  l<w-rate  ta3^  it  does  not  nem 
probable  tiiat  the  amount  of  additional  revenue  whieh  it  would 

quickly  yield  would  be  its  strong  point.  It  is  altogether  likely 
that  whatever  the  ultimate  revenue  might  be,  it  would  be  slow 
in  developing.  It  in  benee  qnei^km^^  whether  the  adi^iie 
would  be  of  advantage  in  the  present  erisia  whieh  ecmfnmtB 

New  York. 

Moreover,  while  freely  conceding  the  inestimable  super- 
ismty  of  a  elaaaified  pnqperty  tax  over  the  ezicrting  gen- 
eral property  tax,  it  must  be  remembered  that  even  if 

there  were  an  entirely  admirable  administrative  system  in 
vogue,  and  even  if  the  fiscal  results  were  wholly  satisfactory, 
there  still  are  two  eonaideratimis  whieh  sh^mld  give  us  pause. 
The  first  is  that  under  modem  economic  c<mditions  no 
attempt  to  assess  a  tax  on  intangible  personalty  can  ever 
be  completely  successful.  The  general  property  tax  arose  at 
a  time  wh^  the  eeoa<Mnie  unit  was  local  in  charaeter 
and  where  it  was  entirely  possible  f<nr  tiie  local  administrati<m 
to  assess  the  property  of  the  individual.  The  same  was  true 
to  a  large  extent  of  the  early  conditions  of  American  economic 
life,  and  it  is  stiJl  in  part  true  of  the  m<«e  primitiye  of  our 
rural  communities.  But  under  our  modem  industrial  and 
capitalist  development,  the  basis  of  personal  property  has  be- 
come national  or  even  international  instead  of  local  and  the 

of  revenue  very  materially  decreased,  ...  It  is  safe  to  say  that  the 
amount  of  revenue  was  decreased  by  at  least  one-half  as  a  result  o£  the 
new  law. ' ' 

The  figures  of  asseaament  (not  revenue)  before  and  after  the  law 
are  i^[>pended : 

Actual  value  of  Actual  value  of         80%  of  actual  value 

moneys  and  crediU  "    "  corporation  dock  "      of    bank  stock  and 


'  oilier  moneyed  capital* ' 

1910   $194,198,620  $35,019,729   

1911    170,131,195  ■  $56,974,484 

1912    188,773,772  4,702,325  62,887,044 

1913    207,233,866  5,829,609  59,956,973 

1914    250,218,178  5,845,207  63,301,915 

1915    270,000,000  (approx.) 


The  great  changes  between  1910-1912  are  due  to  the  fact  that  before 
1911  much  bank  and  corporation  stock  had  been  listed  by  the  county 
assessors  as  moneys  and  credits,"  The  total  assessments  have  theMh 
f<m  iaeiMsed;  but  the  levwM  hm  mffezed  mnatety. 
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great  mass  of  persoaialty  is  now  of  an  intangible  diaracter. 

Under  such  conditions  and  especially  where  the  old  and  still 
surviving  political  and  legal  considerations  run  athwart  the 
eeomomic  facts,  the  attempt  to  reach  intangible  p^sonaUy 
meets  with  almost  insuperable  diflScnlties.  Especially  in  com- 
mnnities  like  New  York  city,  which  are  situated  at  the  state 
border,  the  opportunities  for  evasion  are  singularly  multiplied. 

It  will  be  replied  that  a  low-rate  tax  will  r^DOuove  this 
temptati<m  to  evamon.  It  must  be  remembered,  however,  that 
even  a  four  or  five-mill  rate  represents  in  a  large  mass  of 
securities  an  income  tax  of  about  10%  ;  and  he  would  indeed 
be  optimistic  who  hi^  that  such  a  bnrdra  would  not  be  ap- 
preciable, or  would  not  lead  men  into  temptation.  Any  sys- 
tem of  taxation  which  needlessly  multiplies  the  temptations  to 
evasion  is  to  be  deprecated.  Under  the  existing  legal  system 
in  the  Umted  States,  the  conflict  between  location  and  resi- 
dence in  the  matter  of  the  taxation  of  personal  property  is 
indeed  an  irrepressible  conflict.  The  result,  even  with  the 
most  admirable  administratiauy  is  bound  to  be  inequality  and 
kjiistiee. 

But  the  second  consideration  is  still  more  weighty.  For 
the  objection  inheres  in  the  very  theory  of  the  property  tax. 
As  I  have  had  freqnent  occasi<m  to  point  out,  under  modern 
ee<momic  conditions,  property  and  espedally  i>ersonal  prop- 
erty, is  no  longer  a  satisfactory  index  of  tax-paying  ability. 
Wealth  in  modem  times  is  derived  to  a  continually  larger 
extent  from  relations,  from  opportunities,  and  from  all  manner 
of  exerti<m  more  or  less  indirectly,  or  not  at  all,  connected 
with  property.  Huge  official  salaries  and  large  professional 
incomes  are  a  common  occurrence  to-day  and  would  go 
entirdy  free  under  a  property  tax.  Individual  and  cor^ 
porate  profits  derived  from  good-will,  &om  frandbises,  from 
governmental  favors  and  opportunities  constitute  an  in- 
creasing flow  of  wealth  which  is  either  not  at  all,  or  only 
in  part,  incorporated  into  change  of  capital  value.  Bnsi** 
ness  men  in  general  throt^out  tiie  United  States  are  slowly 
coming  to  the  conclusion  that  their  tax-paying  ability  is 
in  no  direct  relation  to  their  stock  in  trade.  In  certain 
classes  of  enterimse  lilce  ndnmg  and  Imnlmring  fear  mBmpliB 
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it  has  come  to  be  almost  universally  recognized  that  a  ^sraton 
of  taxation  based  on  property  is  opposed  to  the  best  intereste 
of  the  community  as  a  whole. 

I  do  not  deny  that  in  the  case  of  real  estate  in  genmd  and 
especially  in  the  ease  of  city  real  estate,  the  advantages  <rf  an 
assessment  of  property  are  great ;  but  it  is  to  be  remembered 
that  in  such  cases  every  change  in  profits  or  yield  is  at  once 
reflected  in  a  change  in  the  capital  value  of  the  pwperty^  As 
I  have  just  pointed  out,  however,  this  considerati<m  is  tame  to 
a  much  smaller  extent  of  the  great  mass  of  modern  profits  or 
inc<Mnes.  To  the  extent  that  it  is  not  true,  property  is  losing 
its  one-time  vahie  as  a  eriterirai  of  tax-paying  ability* 

It  is  largely  for  this  reason  that  any  kind  of  a  tax  on 
personalty  would  not  be  only  unpopular  but  hazardous  in  a 
large  center  like  New  York  City.  Merchants'  stock  in  trade 
is  now  virtoally  not  taxed  at  all  in  New  York.  If  it  were  to 
be  assessed  at  what  might  appear  to  be  even  a  c<miparatively 
low  rate,  there  would  be  grave  danger  of  its  seriously  inter- 
fering with  the  prosperity  of  New  York  as  a  manufacturing 
and  jobbing  center.  For  the  stocks  in  trade  of  many  bna- 
nesses  in  New  York  are  out  of  all  proportion  to  their  profits. 
And  if  in  addition  an  attempt  should  be  made  to  levj^  even  a 
small  tax  on  intai^pible  peraonalty  consisting  of  securities 
and  bank  deposits,  it  is  clear  that  the  finandal  dominance  of 
New  York  might  be  very  seriously  menaced,  because  even  a 
low  tax  on  such  property  would  be  out  of  all  proportion  to 
the  pn^ts  from  the  tomover  of  the  properly.  What  is 
true  of  New  York  City  would  c<Mne  to  be  true  before  hmg 
in  a  corresponding  degree  of  other  large  commercial  and 
financial  communities. 

Let  us  recognize  the  fact  then,  <mce  and  for  all,  that  a 
system  of  property  taxation,  except  in  so  far  as  certain  forms 
of  real  estate  are  concerned,  is  unsuited  to  modem  economic 
ccmditions  as  the  <Mxiinary  and  principal  source  of  revenue, 
however  stnmg  the  arguments  may  be  f <Nr  its  utilizatimi  in 
exceptional  crises  as  during  the  present  European  conflict. 
Let  us  boldly  face  the  situation  and  confess  that  while  a 
classified  pnyperty  tax  may  constitute  the  only  possible  step 
in  advance  for  those  states  that  am  still  tied  up  by  a  rii^ 
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ooiistitatiaii,  the  adk&m  is  inapplicable  to,  cr  nndesiraUe  for, 
fhooe  states  which  are  m<xe%  forfconately  situated  from  the 

constitutional  point  of  view ;  and  that  even  in  the  former  class 
of  states  the  energy  that  is  being  developed  in  the  promotion 
of  a  classified  pnyperty  tax  mii^t  more  profitaUy  be  directed 
to  what  is  at  all  events  a  more  thorough  going  remedy. 

n 

*What  then  is  this  better  remedy  and  what  is  the  next  step 
for  states  lite  New  Toik.  I  have  no  hesitation  at  Hie  present 

time  in  answering :  the  sabstitution  of  income  for  property  as 
the  basis  of  taxation. 

This  will  perhaps  come  to  many  of  you  as  a  surprise  from 
one  who  has  nnif <mnly  resLrted  the  introduction  of  a  state 
income  tax  in  the  United  States.  I  must  beg,  however,  that 
you  will  remember  several  things.  In  the  first  place,  I  have 
now  for  more  than  twenty  years  been  striving^  as  best  I  could, 
to.  call  attration  to  the  8h<»rtcomings  of  property  as  a  theoreti- 
cal basis  of  tax-paying  ability.  In  the  second  place,  I  have 
always  advocated  the  policy  of  taxing  corporations  on  a  net- 
receipts  or  income  basis.  Thirdly,  I  have  always  been  in 
favor  of  a  federal  inc<n&e  tax  in  general  and  have  c<mtribiited 
my  modest  share  tovrard  the  elaboration  of  the  present  act. 
In  the  fourth  place,  my  objection  to  a  general  state  income 
tax  has  been  almost  entirely  ,  due  to  the  belief  that,  with  the 
administrative  methods  then  almost  nniformly  in  v<^e,  it 
would  be  jnst  about  as  diflScult  to  localize  income  for  purposes 
of  taxation  as  it  has  been,  and  still  is,  to  localize  property. 
It  is  for  this  reason  that,  while  clinging  to  the  conception  of 
a  personal  tax  on  inemne  for  national  purposes,  I  have  devoted 
what  little  energy  I  possessed  to  the  working  out,  in  the 
various  states  of  the  Union  and  especially  New  York,  of  a 
system  of  real  taxes  or  taxes  on  things  instead  of  taxes  <m 
perscma.  Bnt  in  the  one  case  as  the  other  my  definite  purpose 
was  always  to  reach  as  far  as  might  be  income,  or  at  all  events 
the  yield  of  the  property,  rather  than  the  property  itself. 

Two  events,  however,  have  recently  occurred  to  cause  a 
reappraisemrat  of  the  sitoation.  In  the  first  place,  great 
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progress  has  been  made  in  the  direetian  of  a  centralized  state 
administration.  In  New  York  we  now  have  nnder  Uie  law  of 

1915  at  all  events  a  distinct  step  in  the  direction  of  more 
efficient  fiscal  administration.  Of  greater  significance  is  the 
fact  that  the  mtnatioii  has  been  entirely  altered  by  the  intr^ 
dnction  of  tiie  federal  income  tax.  We  have  now  gotten  peo- 
ple, and  especially  business  people,  accustomed  to  an  income 
tax;  and  while  there  are  still  grave  problems  to  be  solved 
and  improvimieidis  to  be  seenred,  it  may,  I  think,  be  stated, 
without  fear  of  contradiction,  that  the  income  tax  has  come 
to  stay  and  that  in  principle  it  is  not  seriously  opposed  by 
the  community.  With  the  existence  of  this  new  tax,  which 
is  saeeessfol  so  far  as  it  goes,  tii«e  arises  the  hitherto  mUx^ 
unsuspected  ^nNmpeet  of  a  state  income  tax  being  able  to  lean 
up  against  the  federal  tax,  so  as  to  avail  itself  of  the  federal 
returns  and  to  be  able  in  this  way  to  minimize  a  great  part 
of  the  ^l&mltaes  -wbick  would  otherwise  attach  to  ui  in^ 
dependent  state  income  tax. 

This  idea  was  present  in  my  mind  from  the  beginning. 
You  may  pwhaps  remember  that  partly  in  agreement  with  my 
soggestion  a  resdlntion  was  tniginally  introduced  into  the 
United  States  Senate,  recommending  a  distributi<m  of  a  part 
of  the  proceeds  of  the  federal  income  tax  among  the  states. 
Further  reflection,  however,  has  convinced  me  that,  while  such 
a  li^Tstm  would  indeed  be  a  simple  scdntimi,  the  i>oIitieal  and 
administrative  difficulties  would  be  considerable,  and  that  vir- 
tually the  same  result  can  be  attained  by  a  system  of  state 
income  taxes,  largely  patterned  upon  the  federal  tax  and 
utilizing  as  far  as  possible  tiie  federal  retonui. 

An  example  of  what  I  mean — and  it  is  noteworthy  as  being 
the  pioneer  in  this  country — ^is  the  recent  Coimecticut  law 
imposing  a  state  tax  on  business  ecnpcmtions.  Wh^i^  I  was 
sammoned  in  a  few  m<mths  ago  by  the  Ccmnecticat  mannf ae- 
turers  to  advise  them,  I  found  that  they  were  all  up  in  arms 
against  the  proposition  to  introduce  into  their  state  the 
Bhode  Island  lEQ^rtem  of  corporate-excess  taxatiim  which  had 
(mly  recently  been  adopted  tiiere.  It  was  my  good  fortune 
to  be  able  to  advise  them  as  well  as  the  legislature  to  prefer 
to  any  scheme  of  property  tax  a  system  of  taxes  on  business 
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income  based  upon  the  federal  law.  Stich  a  system  was  fin* 
ally  worked  out  by  our  accomplished  colleague,  Commissioner 
Gorbin  of  G<»iiieetieut»  and  the  result  is  a  law  whereby  busi- 
ness corporaticHM  in  Conneetient  dnplieate  ^  state  purposM 
the  returns  made  by  them  to  the  federal  government.  Under 
this  system  an  adequate  revenue  seems  to  be  assured  and  the 
manufacturing  interests  appear  to  be  entirely  satisfied. 

My  suggestion,  thereforo,  is  Hiat  in  New  York  as  well  as  in 
other  states  which  are  ready  for  this  next  step,  the  entering 
wedge  which  we  find  in  Connecticut  should  be  pushed  further 
in,  and  tiiat  an  iii^(»ne  tax  diould  be  assessed  by  the  state 
tax  commission  aee<»!xling  to  a  law  which  would  be  largely 
patterned  on  the  federal  act  and  which  would  require  as 
far  as  practicable  a  duplication  of  the  returns  handed  in  to 
the  federal  government. 

New  York  is  in  fact  now  even  better  fitted  for  the  introduc- 
tion of  such  a  system  than  are  some  of  the  other  states.  For 
80  large  a  part  of  all  individual  and  corporate  incomes  are 
received  in  New  Ymk  that  even  a  very  small  rate  would  yield 
a  large  additional  revenue.  We  know  that  New  York  pays 
about  one-third  of  the  entire  federal  income  tax;  and  from 
figures  furnished  to  me  by  federal  government  I  have  ascer- 
tained that  in  New  York  City  alone  there  is  paid  almost  one- 
half  of  the  entire  tax  assessed  upon  individual  incomes  in  the 
United  States.  Even  therefore  assuming  that  only  an  addi- 
tional normal  tax  of  one  per  cent  were  levied  for  state  pur- 
poses and  another  one  per  cent  for  municipal  purposes  for 
New  York  City,  the  added  revenues  would,  even  wilh  the  de- 
duction of  all  taxes  paid  at  present  on  personal  property, 
yield  an  inccnne  <aitirely  adequate  to  the  present  and  future 
fiscal  needs  of  the  state  and  eily  and  would  render  uneo»^ 
sary  the  re-imposition  of  any  so-called  direct  state  tax.  What 
is  true  of  New  York  is  true  to  a  large  extent  of  the  other 
prwiinent  industrial  states;  and  even  in  the  remaining  states, 
which  are  ready  for  the  next  step  of  such  an  income  tax,  Hie 
income  tax  might,  especially  if  the  exemption  were  lowered, 
prove  to  be  at  least  an  acceptable  substitute  for  the  personal 
property  tax. 

The  adqpti<m  of  any  mieh  sdhme  would  ot  course  have  to 
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he  thought  out  very  carefully.  It  depends  in  the  first  place 

for  its  success  in  no  small  measure  up<m  an  amendment  to 
the  present  federal  law,  which  it  would  probably  not  be 
diflieult  to  obtain.  This  is  to  the  effect  that  the  so-called  La 
FoHette  ammdment  which  applies  only  to  oorpMatiooa  should 
be  extended  to  individuals.  In  other  words,  all  returns  to 
the  federal  government  should  be  open,  under  pledge  of 
8ecreey»  to  the  inspection  of  the  officials  of  any  state  which 
imposes  an  income  tax.  In  this  way,  an  effective  eontnd  would 
be  furnished. 

In  the  next  place,  the  rate  of  taxation  for  state  or  for 
local  purposes  dioald  be  only  the  nwmal  rate  of  one  per  cent. 
If  a  graduated  scale  were  introduced,  as  in  the  federal  tax, 
it  might  easily  happen  that  the  combined  federal,  state,  and 
municipal  taxes  on  large  incomes  would  reach  a  figure  which 
would  probaUy  be  eonaidered  grievous  or  even  confiscatory. 
Until  public  sentiment  in  the  United  States  beeomes  aeeuo- 
tomed  to  the  far  higher  progressive  rates  which  are  now 
being  levied  in  other  parts  of  the  world,  it  would  be  unwise 
to  jeopardise  the  suceecB  of  the  sdieme  by  the  multiplication 
of  graduated  rates.  A  one-per  cent  tax  fw  state  purposes, 
or  at  the  outside  a  two  per  cent  part  of  which  might  be  re- 
turned to  the  localities,  would  be  as  much  as  it  would  be 
prudent  to  add  to  the  federal  tax. 

On  the  other  hand,  the  high  exemption  wliidi  is  now 
granted  under  the  federal  law  ought  to  be  reduced.  The 
limit  of  exemption  should  certainly  for  state  and  local 
purposes,  be  brought  down  to  at  least  $2,000,  and  perhaps 
even  to  $1,500.  For  whatever  may  be  said  as  to  the  desirabil- 
ity of  making  large  exemptions  in  the  federal  tax  in  order 
to  serve  as  a  make-weight  to  the  internal  revenue  and  tarijQE 
taxes,  the  argumeant  would  not  apply  to  state  and  local  taxa- 
tion where  there  are  few,  if  any,  taxes  on  consumpti<m.  li^ 
however,  the  limit  of  exemption  were  reduced,  the  revenue 
would  be  correspondingly  augmented.  Here  again,  the  ad- 
nyniBtratiQii  of  the  law  would  be  greatly  facilitated  by  an 
amradment  to  the  federal  act  requiring  all  persons  with  a 
gross  income  (not  a  net  income)  not  exceeding  the  minimum 
ex^nptixm  to  make  returns.  This  would  in  all  likelihood 
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render  unnecessary  few  if  any  new  or  additional  returns  to 
the  state  <^Beiak,  beyond  the  dupUeates  of  the  federal  retorxm. 

An  important  point  is  of  course  as  to  who  should  be  sub- 
jected to  such  an  income  tax.  This  phase  of  the  subject  is 
really  the  most  difficult.  It  has  three  different  aspects:  (1) 
affecting  Ihe  residence  of  the  taxpayer;  (2)  dealing  with  the 
proportion  of  income  subject  to  state  law;  and  (3)  having 
reference  to  the  relation  of  individual  to  corporate  taxation. 
Let  us  say  a  wcad  about  each  of  these  points. 

All  incomes  are  in  last  resort  received  by  individuals,  and, 
on  the  other  hand,  all  incomes  are  derived  either  from  prop- 
erty, from  earniags  apart  from  property,  such  as  professional 
salaries,  or  fnMU  all  kinds  of  exertions  or  relations  which 
may  or  may  not  be  connected  with  property  and  which  are 
usually  summed  up  under  the  general  name  of  business. 
The  difficulty  arises  from  the  fact  that  the  source  and  the  re- 
cipient of  the  inccnne  are  not  coterminous.  The  one  may  be 
within  the  state,  tiie  other  without  the  state.  In  a  federal 
income  tax,  these  problems  arise  only  in  international  relations 
and  are  of  minor  importance.  But  within  the  several  com- 
numwealths  of  a  union  or  federatiou,  the  subject  aasmoes 
grave  dimensi<His. 

From  the  ideal  point  of  view  an  income  tax  might  be 
considered  as  a  strictly  personal  tax,  and  th(!  recipient  of  the 
income  would  then  pay  a  tax  in  accordance  with  the  income 
received.  But  under  existing  conditions,  both  politieal  and 
legal,  such  a  theory  is  quite  inapplicable  to  a  state  income 
tax.  We  should  have  the  same  difficulties  that  now  confront 
us  in  tite  general  property  tax,  where  the  controlling  con- 
sideration is  the  legal  residence  of  the  tax-payer.  It  is  there- 
fore essential  to  adopt  another  theory  of  Ihe  income  tax; 
the  theory,  tliat  the  tax  is  imposed  not  only  on  the  recipient, 
but  also  on  tiie  source  of  the  income,  making  provision  as  we 
shall  see  later,  for  the  avcndance  of  douUe  tazati<»i.  In  other 
words,  just  as  we  sometimes  speak  of  a  property  tax  being 
imposed  either  upon  the  property  or  upon  the  property  owner, 
80  we  can  ecmeeive  of  the  income  tax  as  a  tax  either  on  the 
income  or  on  the  recipient  of  tiie  income.  If  the  latt^  is 
called  a  tax  on  the  person,  the  former  may  be  called  a  tax  <m 
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the  thing,  that  is  on  the  inoome  ine^eetiye  of  the  redpient. 
The  one  would  be  a  subjective  or  personal  tax,  liie  other 

would  be  an  objective  or  real  tax. 

This  distinction  is  of  the  utmost  importance,  for  it  would 
otiierwise  be  impoasibLe  for  a  state  to  reach  incomes  which 
are  earned  or  derived  with  the  state  and  which  are  finally  paid 
over  to  individuals  having  a  residence  outside  of  the  state. 
With  this  double  conception  of  the  income  tax,  however,  which 
is  in  harm<my  with  the  juri^prudenee  of  the  subject  as  thus 
far  elaborated  in  the  United  States,  the  solution  of  this  par- 
ticular difficulty  is  simplified.  The  income  tax  must  be 
treated  not  <»ily  as  a  tax  upon  the  incomes  of  legal  residents 
of  the  state,  but  also  as  a  tax  upm  ail  inotmes  earned  or 
derived  within  the  state,  irrespective  of  the  legal  reddence 
of  the  recipient.  In  the  latter  aspect  it  might  be  called  a 
business  tax;  but  I  hesitate  to  use  this  term  because  it  is  not 
broad  enough,  and  because  the  income  may  be  received  by 
someone  who  is  technically  not  in  business  at  all.  I  prefer  the 
verbal  distinction  between  a  tax  on  the  source  and  on  the 

redpient  of  the  inecHDoe. 
The  practical  result  is  that  tiiere  would  be  subject  to  a 

state  income  tax  not  only  all  the  persons  legally  resident  with- 
in the  state,  but  also  all  incomes  earned  or  received  within  the 
State,  whether  these  incomes  are  derived  from  property  with- 
in the  state,  from  business  carried  <m  vnthin  the  state,  or 
from  relations  or  privileges  existing  within  the  state. 

■  While  the  administrative  difficulties  of  such  a  dual  in- 
ciane  tax  would  not  be  great,  they  would  be  largely  diminished 
by  another  suggested  alterati^m  in  tiie  federal  tax.  In  the 
first  year  of  the  operation  of  the  federal  law,  returns  were 
made  by  individuals  at  their  place  of  business.  In  the  second 
year,  the  option  was  ffvm  of  making  the  returns  either  at  the 
place  of  business  or  at  the  place  of  residenoe.  It  would  be 
a  comparatively  simple  matter  for  the  federal  law  to  require 
a  return  of  the  state  or  states  where  the  income  was  derived 
as  well  as  of  the  l^;al  residence  of  the  recipient.  This  would 
afford  an  effective  control  of  tiie  retoms.  Ln  a  metxopc^ 
like  that  of  New  York,  for  instance,  where  a  lar^e  part  of  the 
income  earned  within  the  city  is  received  by  non-residents, 
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tluB  problem  is  of  special  importance.  Almost  every  im- 
portant ineome  tax  in  the  worl^  it  may  be  said,  incladfiB  tliia 

double  aspect  of  income. 

It  is  obvious,  however,  that  if  we  tax  both  incomes  earned 
and  ineoraes  finally  received  with,  tbe  state,  some  rule  must 
be  laid  down  as  to  the  lelative  proportion  to  be  taken  by 
each  taxing  authority.   We  thus  COTae  to  the  seecmd  of  the 
points,  mentioned  above.  So  far  as  the  income  from  real  estate 
is  eoneemed,  the  problem  need  not  give  us  any  trouble,  for 
under  the  accepted  principles  of  American  jiiriq[>nidence  and 
of  justice  the  ineome  from  real  estate  ought  to  be  apportioned 
to  the  state  of  its  location.  In  the  case  of  business  or  corporate 
incomes,  howeTwr,  smme  method  must  be  devised  for  taxing  only 
so  much  of  the  income  as  is  aetoally  received  or  derived  within 
the  state.  It  is  here  that  we  shall  need  some  federal  law,  or 
some  decision  of  the  federal  supreme  court,  in  order  to  bring 
about  complete  unif(»mity.  As  a  matter  of  fact,  several  states 
including  New  Yorit  ali«ady  apply  the  principle  in  the  taxa- 
tion  of  corporations  by  utilizing  the  criterion  of  proportionate 
mileage  or  proportionate  assets  or  proportionate  capital  em- 
ployed within  the  state.  And  as  long  as  the  principle  of  allo- 
cation is  accepted,  the  exact  method  of  devising  a  praetaeal 
scheme  may  safely  be  left  to  the  future. 

If,  however,  the  suggestion  is  adopted,  permitting  muni- 
cipalities to  levy  an  additional  income  tax  under  state  law,  or 
distributing  to  localities  in  general  a  percentage  of  the  state 
income  tax,  it  would  become  necessary  to  provide  for  a 
faiths  apportionment  of  income  within  the  states  them- 
selves. If  New  Yoik  city  itft  instance,  were  to  levy  an  addi- 
tional income  tax,  the  question  would  arise  in  the  case  of 
New  York  business  men  living  in  Westchester  County,  as  to 
how  mueh  tax  they  idiould  pay  in  New  York.  This  should  of 
course  be  a  matter  fw  state  law  to  regulate;  and  almost  any 
rough  approximation  to  equality  would  be  adequate.  It 
might,  for  instance,  be  provided  in  the  law  that  in  such  eases 
two-thirds  of  the  tax  should  accrue  to  the  place  where  the  in- 
come is  earned  and  that  <me-third  should  be  handed  over  to 
the  place  of  legal  residence.  The  point  of  impwtance  is  that 
some  adjustment  must  be  made  between  the  place  of  source  and 
of  the  residence  of  the  recipient. 
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The  third  point  adverted  to  above  is  the  vdat»m  ot  in* 
dividual  and  corporate  taxation.  Here  again  we  see  the 
neoessity  of  the  dual  conception  of  income.  If  the  income 
tax  be  conceived  ci  simply  as  a  tax  on  the  ultimate  recipient, 
no  tax  at  all  on  corporations  would  be  legitimate.  On  the 
other  hand,  if  the  tax  be  considered  one  on  the  source  of  the 
income  as  well,  a  tax  on  the  entire  income  of  the  corporation 
as  well  as  on  the  entire  income  of  tiie  individual  would  mean 
a  double  tax  on  some  of  the  security  holders.  The  bondhoider 
would  indeed  not  be  affected,  nor  would  the  preferred  stodc- 
holder  be  touched  by  this  simultaneous  taxation.  But  the 
common  stockholder  would  not  only  receive  less  dividends  but 
pay  a  tax  in  addition  on  those  dividends. 

It  might  indeed  be  claimed  that  this  is  only  apparent  double 
taxation,  because  as  soon  as  the  tax  was  regularly  and  per- 
manently imposed,  there  would  be  a  correfipwiding  fail  in 
the  market  value  of  the  shares,  so  that  aU  new  purdiasOTS  ot 
the  stock  would  virtually  buy  themselves  free  of  the  tax  im- 
posed on  the  COTpwation  and  would,  like  all  other  members 
of  the  community,  be  subject  <mly  to  the  personal  ineome  tax. 
This  is  indeed  perfectly  true.   But  in  the  interval,  and  while 
the  original  holders  still  own  the  property,  the  burden  would 
be  a  sensible  one.  I  diould,  therefore,  suggest  that  where  a 
state  income  tax  is  imposed,  appUeable  as  it  ought  to  be  to 
corporations  as  well  as  to  individuals,  the  individual  eomm<m 
stockholder  should  be  exempt  from  the  income  tax  on  his 
dividends  when,  bat  only  to  the  extent  that,  he  should  prove 
that  he  owned  the  stock  before  the  impomtiim  of  the  tax  on 
the  corporation.  If,  however,  this  should  turn  out  to  be  admiur 
istratively  impracticable,  a  total  exemption  of  dividends  in 
all  cases  would  be  necessary. 

Whether  the  ineome  tax  should  be  applied  to  oinrporatioDS 
in  those  states  which  already  have  a  fairly  successful  syst^ 
of  corporation  taxes  is  a  matter  open  to  debate.  In  New 
York  Stete,  for  example,  wdinaiy  manufaetuiing  corporations 
are  to  a  large  extent,  under  the  practical  eonstmetaon  of  the 
law,  exempt  from  state  taxation.  I  see  no  compelling  reason 
why  they  should  not  be  subject  to  a  state  income  tax  under 
the  conditions  mentioned  above.    So  far  as  the  public- 
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service  eorporalioBB,  however,  are  c<»ieemed,  New  York  al- 
ready derives  a  large  revenue  therefrom;  and  while  there  is 
no  doubt  that  a  reform  of  the  state  tax  on  corporations  is 
entireLy  deeirabley  it  might  be  just  as  well,  in  order  not  to 
multiply  diffienlties,  to  exempt  them  from  the  income  tax. 
All  corporations,  however,  are  still  subject  in  New  York  to 
local  taxation  on  their  entire  property  tax.  The  complications 
c<Hi2Meted  wi^  thk  as  leading  to  the  adoption  of  the  inycdved 
franchise  tax  are  well  known.  It  would  be  a  great  step  in 
advance  if  there  could  be  substituted  for  this  local  tax  on 
p^»onal  property  a  local  iuGomd  tax  to  be  assessed  by  the 
state  board  and  to  replace  the  franchise  tax  as  well.  This 
would  greatly  diminish  the  objections  on  the  part  of  local 
•  conununities  which  now  derive  a  substantial  revenue  from 
cfMrporate  taxes.  That  in  New  York  as  well  as  in  many  other 
states  the  corporati<m  taxes,  both  state  and  local,  will  ulti- 
mately be  put  on  an  income  basis,  I  have  no  doubt.  But  as 
to  the  tempo  of  development,  there  may  be  reasonable  grounds 
for  disenssicm. 

It  is  obvious  from  what  has  been  said  that  it  woold  be  in 

every  way  desirable  to  abolish  entirely  the  taxation  of  per- 
sonal property  and  to  have  the  income  tax  serve  as  a  sub- 
stitute Iheref If  this  is  an  impossibility  for  political  €at 
constitational  reasons,  it  would  be  well  to  c<nisider  the  plan 
already  adopted  in  Wisconsin,  namely,  to  permit  the  deduc- 
tion of  any  taxes  paid  by  individuals  on  personal  property 
frcnn  the  sums  due  for  income  tax.  This  would,  indeed,  still 
necessitate  ^e  form  of  property  assessment;  but  the  result 
would  virtually  be  the  same.  Moreover,  the  privilege  which 
I  have  suggested  of  permitting  localities  to  choose  an  addi- 
tional income  tax  for  local  purposes,  to  be  levied  by  the 
state,  would  put  it  entirely  within  the  competency  of  each 
city,  town  or  village  to  decide  whether  it  preferred  a  con- 
tinuance of  the  old  general  property  tax,  or  a  substitution  of 
the  new  inccmie  tax.  I  should  even  go  further,  and  if  a  local 
income  tax  proved  to  be  politically  impossible  I  tsihonld  suggest 
that  the  municipalities  be  permitted,  under  general  state  regu- 
lation, to  select  as  a  substitute  for  the  personal  property  tax 
an  indiinet  ii^orae  tax  in  the  shape  of  a  habitation  and  an 
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occupation  tax.  To  this  extent,  I  am  in  favw  of  local 
option— that  is,  the  liberty  on  the  part  of  localities  to  choose 
between  methods  of  taxation  which  are  definitely  regulated 
by  general  state  law  and  in  muek  a  wiqt  as  to  retain  the  c<mtrol 
and  the  general  supervision  within  the  hands  of  central 
oflBcials- 

The  adoption  of  this  scheme,  it  will  be  recognized,  will  also 
accomplish  all  tiiat  is  desiraUe  in  the  idan  of  separation  of 

sources.  The  controlling  reasons  for  suggesting  the  separa- 
tion of  state  and  local  revenue  have  always  been  to  relegate 
the  taxation  of  real  estate  to  the  localities  and  to  provide  for 
a  centralized  state  administraticm  of  taxes  on  ecmpwatimis, 
inheritances  and  the  like.  The  adoption  of  a  state  income  tax 
would  really  be  in  harmony  with  this  scheme  of  separation ; 
for  real  estate  would  be  exclusively  taj^  by  the  local  com- 
munities, while  corporations  and  inheritances  would  be  as- 
sessed by  the  state  authorities.  The  mere  fact  that  the  in- 
come tax  might  be  utilized  for  both  state  and  local  purposes 
woold  in  realily  not  derogate  from  the  principle  involved. 
For  the  basis  of  the  tax  would  still  be  a  state  basis,  even  thou^ 

additions  were  permissible  to  the  localities.  I  should  not  c<m- 
sider  such  a  system  as  inimical  to  the  real  principle  underlying 
the  theory  of  separation  of  source,  any  more  than  I  should 
consider  the  existing  apportionment  in  part  of  the  excise  tax 
in  New  York  or  of  certain  corporation  taxes  in  other  states  as 
inimiPAl  to  the  principle.  Separation  of  source  as  I  con- 
ceive, means  primarily  separation  of  the  assessment  of  source. 

From  the  above  review  it  will  be  seen  tiiat,  in  my  <q^(m, 
we  are  slowly  but  surely  being  pushed  into  a  position  where 
property  is  to  be  replaced  by  income  as  the  chief  basis  of 
taxable  ability.  It  is  not  likely  that  in  the  most  advanced 
industrial  states  of  the  Union  we  shall  revert  to  a  discredited 
system.  If  in  New  York  public  opinion  is  not  yet  ready  to 
declare  itself  in  favor  of  such  a  revolution  as  is  implied  in 
tile  income  tax  it  is  entirdy  likely  that  we  shall  proceed  fcnr 
a  time  to  follow  the  plan  pursued  for  over  a  century  by 
France,  when  she  abandoned  her  old  personal  taxes — that  is, 
of  attempting  to  get  at  the  income  indirectly  rather  than 
directiy  by  a  series  of  taros  m  things  rather  than  m  persons, — 
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saeh  as  habitatioii  taxes,  occupation  taxes,  business  lioeiuKS 

and  the  like.  For  with  the  increasing  burdens  of  modern  life, 
it  is  fair  to  assume  that  real  estate  alone  will  not  be  per- 
mitted to  endnze  the  pveamure.  Until  the  nomt  adoptiiw  of 
the  federal  income  tax,  11m  ontiook  iw  a  saceessfol  state  income 
tax  was  exceedingly  slight;  now,  however,  the  situation  is 
entirely  altered,  and  is  full  of  promise. 

Thi^  are  only  two  paints  that  I  should  like  to  emphasise 
in  closing.  The  one  is  that  if  we  are  to  utilize  the  income 
tax  as  a  promising  source  both  of  greater  revenue  and  of 
greater  equality  for  state  and  local  purposes,  it  is  important 
that  the  rate  of  the  federal  income  tax  should  be  kept  low* 
For  if  tiiere  riioold  be  a  real  competitiim  between  the  federal 
and  the  state  governments  for  the  same  source  of  revenue, 
the  results  could  only  be  disastrous.  This  leads  to  the  second 
pointy  that  it  behooves  us  to  take  up  anew  and  from  a  broader 
pmnt  of  yiew  a  reccmsMeration  of  the  relative  merits  of 
direct  and  indirect  taxes.  With  the  well-nigh  exclusive  reli- 
ance of  the  states  upon  direct  taxation,  and  with  the  growing 
t^den^  m  ibe  part  of  the  federal  govemmrat  to  ^nphadae 
tiie  prevalence  of  direct  taxation,  there  is  in  my  opinion  a 
grave  danger  of  our  overstepping  the  limit.  All  history  has 
shown  that  a  certain  balance  must  be  kept  between  direct  and 
indirect  taxes.  As  the  gf^t  ref <»rmer  Gladstone  tokd  us  over 
a  half  a  century  ago,  we  must  think  of  direct  and  indirect 
taxation  as  two  attractive  sisters,  with  the  same  parentage 
(necessity  and  invention),  differing  only  as  sisters  may  differ, 
in  minor  req>eets,  and  not  justifying  any  unfri^klly  rivalry  be- 
tween their  admirers.  We  are  in  my  judgment  in  danger  of  los- 
ing that  sense  of  impartiality,  which  so  strongly  animated  that 
great  statesman.  We  need  in  the  domain  both  of  federal  and 
of  state  taxation  to  devote  .e<mmderaldy  more  attention  in  the 
future  to  the  possibilities  of  indirect  taxation.  For  we  shall 
otherwise  not  only  complicate  the  situation  but  incur  the 
danger  of  a  serious  reaction  from  the  ensuing  exaggerated 
bnrdra  of  direet  taxatimi;  and  shall  render  ^ill  more  diffieolt 
this  transition  from  property  to  income  taxation  which  is 
impending  in  many  of  our  states  and  which  I  have  ventured 
to  call  the  next  great  st^  in  advance. 
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